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Executive Summary

The 13%' Legislature passed L.D. 65#Resolve Directing the Office of Policy
Innovation and th&uture(GOPIF)to Study Methods to Encourage the
Development of Accessory Dwelling Un{t&aDUs)0 sponsored by Senator Matt
Pouliot(Appendix A) The legislatiorchargel GOPIF with convening a
stakeholder group of eeptsto identify existing barriers to ADU development and
propose potentiaolutions to addressing these barriers. Ryan Fecteau, Senior
Advisoron Community Development and Strategic Initiatives at GOPIF, invited
more than 4@xperts to join the stakeholder groijne sakeholders including
persons fronfinancial institutions, community development finanaredtitutions
(CDFls), community planning, building design, architecturesaé construction,
academiacode enforcement, municipal government, and niest of

stakeholder group participants can be found in AppendiB.stakeholder group
wasdivided into two subgroups. Groupfécused on financing barriers and Group
B focused on prapproved designs.

Pursuant to Resolve 2023, Chapter 107, the stakeholder group was charged with
the following duties:

1. Study methods and develop mogelicy to encourage the development and
constuction of accessory dwelling units

2. Review existing models for financing and incentivizing accessory dwelling
units

3. Explore standardized building designs; solicit input from interested parties;
and review municipal efforts to adopt ordinances governtegssory
dwelling units

4. GOPIFshall submit aeport, with findings and recommendations of the
stakeholder group, including suggeskegislation, to the Joint Select
Committee on Housing no later than March 1, 2024

Over the course afevenmeetings the stakeholder group developed the following
recommendationsvhicharenot necessarily plurality recommendations as no
votes were taken by the graup



Recommendation #1A financial incentive prograrauch as a grant, deferred
loan, orinterestbuy-downshould be established to efét the cost oADUS.

Recommendation #2A financial product should be createdeither securitize
existing financing options anake a secondary mortgage possible.

Recommendation #3Municipal incentives should be established for ADUs
including tax increment financing (TIF) or property tax relief.

Recommendation #4The concept ofaleleaseback used at times in commercial
salesshould be investigateaks a tool for building ADUs foolder adults.

Recommendation #5Severakechnicalbarriers need to be addressietluding
but not limited to, changes in the appraisal and assessment gocksss
terminology usedo define ADUs allowances for condominium conversion, and
eliminatingsomeowneroccupancy requirements.

Recommendation #6Education and training programs should be designed to
inform consumers about ADUs and to prepare a workforce to build them.

Recommendation #7A pre-approved ADU design prograsmould streamline
approvalsreceve anengineeistamp meet tle Maine Uiform Energy and

Building Coce (MUBEC),and not be compulsory for consumeétsnight be
valuable to make the piggpproved designs compulsory in certain neighborhoods.

Recommendation #8The state should establisipee-approved ADU design
programwith a multitude of designs for a range of typologies such as garage
conversion and backyard detached ufiteere are numerous recommendations
regarding how this program could be configured.

Recommendation #9A state preapproved design program should inclade
site, modularhbuilt ADUs and changes should be made to bring more modular
building to Maine.

Recommendation #10Grant programs should be created to assist municipalities
with limited capacity to administer pagproved programsndconduct permit
reviews.



l. Introduction

The13¥Legi sl ature passed L.D. 654 AResolv
Innovation and the Future (GOPIF) to Study Methods to Encourage the

Devel opment of Accessory Dwelling Units
Pouliot (Appendix A).

The resolve authorized GOPIF to convene the stakeholder group and invite
relevant experts and practitioners to particip@be stakeholder group did not

have a meetinmit but was charged to report back to the Joint Select Committee
on Housing no latethan March 1, 2024.

The stakeholder group convened for the first time on September 12 ask met
timesthereafterThe stakeholder group received several presentations relevant to

its assignment froraxperts in financand preapprovedADU design programs.

The stakehol der groupds meeti nwbese wer e p
members of the public or other inteegparties could sigap to participate.

Senator Pouliot notedinhis. D. 654 testimony that, AL.
increase access #&ffordable housing options in Maine. Accessory dwelling units

are a significant pa(Publicdaw, Ghapeet672 quat i on
passed by th&30" Legislature included several provisions regarding ADesre

a fewof those provisiors

1. Except as provided in Title 12, chapter 423a municipality shall allow an
ADU to be located on the same lot as a shiigirily dwelling unit in any
area in which housing is permitted.

2. A municipality shall exempt aADU from any density requirements or
calculations related to the area in which the ADU is constructed.

3. For an ADU locged within the same structure as a sirgiaily dwelling
unit or attached to or sharing a wall with a siagmily dwelling unit, the
setbackequirementand dimensional requiremerakthe singlefamily
dwelling unit

1 http://www.mainelegislature.org/leqis/bills/getPDF.asp?paper=HP1489&item=9&snum=130
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4. An ADU may not be subject to amygditional parking requirements beyond
the parking requirements of the sindganily dwelling unit on the lot where
the ADU is located
5. A permit issued by a municipality for an ADU does not count as a permit
I ssued towar d a growtmordmanpead dedcripédsn r at e
section 4360.

These provisions and others contained.iD.[2003 increase tHiéelihood that an

ADU would be authorized for construction installation within any municipal

jurisdiction in the statedowever, they do natecessarily mean the ce4bd obtain

an ADUwill be within reason for a median income houselwlthe process for

approval will beeasilyaccessible to the publif.s not ed i n Senator
testimony, one such financial barriehigh-interest ratefor borrowing.

Unf ortunately, with high iimaaeayestbol kat as
able to pencil out ADUs in an affordabl

Greg Payne, Senior Advison Housing at GOPIF, elaborated in his testimony on
L. D. Tédseseeking loans will, at times, face challenges with getting
approved for a loan due to their débtincome (DTI) ratio. According to Total
Mortgage, construction lenders look for a DTI under 45 percent and a down
payment of at least 20 percent. As of Ai[2023] Bath Savings offered a 30
year construction loan at a 6.25% interest rate. However, many lending institutions
do not allow for potential rental income from the ADU to be considered when
determining loan eligibility, further constraining the D¥atio. Other financing
options include, but are not limited to, camlt refinancing, home equity lines of
credit, and home improvement loans. However, financing for an ADU is not as
commonplace as the traditional-g8ar homemortgage andan present maj
obstacles for Mainers who want to add an ADU for an aging parent or simply to
add a new income source that could help them pay theiobills.

While soonto-be more readily allowed by municipal ordinanassa result of L.D.
2003, ADUsface practical igges like financing as noted by Senator Pouliot and
Mr. Paynel..D. 654 chargedhe stakeholder group with contemplating strategies
to overcome these practical issbgsanalyzing financial options and the concept
of preapproved designs.



In thegrand sceme ADUs couldbea key t ool f orhowsidgdr es si n
affordability and availability crunciChirty percenof Maine renters spend more

than half of their income on housingccording to the National Low Income

Housing CoalitioA The mediarhome salén Mainejumped by 12ercent

between 202 to 2022 according to thélaine Real Estate Information

SystemiMeanwhile, the number of units sold dipped by nearly 17.5 percent during

that same periodAccording to a recently published repoammissoned by

MaineHousing, GOPIF, and the Department of Economic and Community
Development (DECD), Maine needs 75,Z80)000 total units of housing to

address historic underproduction and futeed*

The Casita Coalitiorgnindustry leadeconcerningADU policies citesseveral
reasons why ADUsare key housing type3heyspecify the following benefits

1. ADUs offer homeowners choice by making it more affordable to stay in
their current neighborhooda income derived from renting an ADU
2. ADUs provide families with flexibility, particularly for older adults who no
longer can or want to live on their own, but do not reqo@enanent care.
3. ADUs preserve communities by providing more affordable options to people
who might otherwise be pricealit.
ADUs help homeowners builgersonal and intergenerational wealth.
ADUs are naturally affordabl® build and renivhen compared to other
options on the market

o s

l. Stakeholder Group Process

The stakeholder grougr its subgroupmet on September 13epgember 19,

September 20, September 29, OctolEaOd October 10AIl meetings werefully
remote and meetingn f or mati on was posted on GOPI
awarenesdMeeting notes were made available to members unable to attend a
meeting(s). Mr. Fecteauotified the stakeholder group from the outset that all

2 https:/hlihc.org/housineneedsby-state/maine

3 https://www.legacysir.com/blog/2023/01/24/maimemepricesrosel12-percentin-2022/

4 https://www.maine.gov/future/sites/maine.gov.future/files/inline
files/State%200f%20Maine2®Housing%20Production%20Needs%20Study Full_Final 10.3.23.pdf
5 https://www.casitacoalition.org/neighborhoodscalehomes
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recommendations would be recorded in the regadtformal votes would not be
taken.

A. First Meeting, Septemler 12, 2023

The first meeting of the stakeholder group was held on September 12NVR023.
Fecteau provided an overview of the enabling legislation (Resolve 2023, chapter
107 in Appendix A), covexd the duties, process, and timeline for the stakeholder
goupds wor k.

During the remainder of the meeting, David Garcia, Policy Director, and

Muhammad Alameldin, Policy Associate, from UC Berkeley Terner Center for

Housing Innovatiomr ovi ded a presentation titled,
Il nnovati on .Thear présartation s maudea as Appendide.

Garcia and Mr. Alameldinwerenvi t ed by Mr . Fecteau, b e
early adoption of ADU provisionge those included in L.D. 200&alifornia has
experience with brader allowances for ADUs arfidrther programming to close

financing gaps andffer pre-approved design

Mr. Garcia and Mr. Alameldin noted thitweir analysis of ADU permit data in
California foundareas with high home values wenere likely to have aADU

built. Thepredominance of ADUs in wealthi@alifornianeighborhoodss
consistentvith one of the most common ways people pay for ADU costs: existing
savings or assefs.

6 https://www.casitacoalition.org/s/GEDU-FinanceGuidefor-Homeowners/4-3182133xq.pdf
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Figure 5. ADU Permitting and Completions by Home Values in
Zip Code
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Source: Calculated by the authors from Annual Production Report data (California Department of Housing and Community
Development) and Zillow Home Value Index data.

Mr. Garcia and Mr. Alameldiprovideda complete breakdown of ADU financing
products and listed their utilization California. The data was collected by the
Center for Community Innovation at UC Berkley betw@68id8to 2019. The
survey foundhe following:

Type of Product Utilization
Liquid Assets 62%
Mortgages 43%
Unsecured Debt 7%
Other 3%

The most commn mortgage produstwereHELOC or Home Equity Loan (56
percentland casfout refinance (35 percent). Renovation lean other
construction loans were only used by 6 percent of those who applied for or
received a certificate of occupancy for an ADU between 2018 to PiEkpite
being a tool for those with little honegjuity, renovation loans seem to be very

unpopular according to their presentation.



Mr. Garcia and Mr. Alameldin notdtbw the FHA 203X) Rehabilitation Mortgage
Insurance could bewaorthwhile product. According to the U.S. Department of

Housing Urban Deelopment (HUD)the 203(k)fipermits homebuyers and

homeowners to finance up to $35,000 into their mortgage to repair, improve, or
upgrade their hom@. However there are issues with this product for ADUs

according to the presentePyospective rental income is not considered, the ADU

must be attached to the existing dwellingjst be owner occupied, and appraiser
expertise variesThe Terner Center recommends HUD adjtsstonsideration of
prospective rental incomegview attacheanly interpretationrequire an ADU

specific training for appraisers, and clardyility to include ADU income into

appraised valué&everal weeks adtr t he Terner Centerds pr
released a mortgagee letter noting prospective rental incom®{ds would be
consideredy the Federal Housingdministration(FHA). The | et tTeer st at
provisions of thigmortgagee letterppply to FHA Single Family Title Il Forward

and Home Equity Conversion Mortgage (HECM) prograns.

In addition to providing information about existing financing optidhs,

presenters highlighted a program from California Housing Finance Agency. The
program provides up to $40,000 towards-gexelopment and nerecurring

closing costs associated with the construction of an ARrgdevelopment costs
include site prep, architectural designs, permits, soil tests, impact fees, property
survey, and energyeports.The program has issued $100M in grants thus and
helped finance approximately 2,500 ADUs.

The presenters also highlighted other initiatives ssch requirement that ADUs

shall be deemed approved i f t haionl ocal |
within 60 days prohibit local jurisdictions from requiring property owners live in

the ADU or primary dwellingexemption from impact fees for ADUs under 750

sq. ft.,local jurisdictions are required to create incentive(s) for the creation of

ADUs to be rented to very lowlow-, and moderatencome housholds,

prohibition on HOAs from restricting ADUs, and requirement that all local

jurisdictions adopt prapproved ADU plans.

Mr. Garcia and Mr. Alameldin focused on the city of SanDiego ADW bonu
programand the city of San Jo8es -gpprowed ADU design prograrhe latter

7 https://www.hud.gov/program_offices/housing/sfh/203k
8 https://www.hud.gov/sites/dfiles/OCHCO/document&2a@7hsgml.pdf
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published a list of prapproved designs on its websiléhe companies are vetted
by the city Thereisasa al | ed AADU Uni versal Checklii
fill -outandpermits are approved within a week

Following the presentation, stakeholder group participants were invited to ask
qguestionsJohn Egarirom Gensis Community Loan Fund asked about lender
consenfrom the primary lender in the ptextof SaltDi ego6s bonus ADU
programMr. Garcia said most of the property owners are accessing commercial
loans because of the increased number of units on th@hos Lee from Backyard
ADUs asked why th€ a | FHA ADU | oan progr dm wasnbo
Garcia said Cal FHA heard from lenders that a grant program would be most
conducive with the existing funding mechanisis. Fecteau asked if the Cal

FHA program had income restrictions. Mr. Alameldindail ey ®Haridn ot .
Meyer from BrightBuilt Homes askleabout the deed restriction requirement for
the San Diegd\DU bonus program when the property is sdlil. Alameldin said
the deed restriction moves with the sale of the prop&hgre was also a
discussion about shetérm rentalsMr. Garcia noted thdhe characteristics of a
community will likely dictate the percentage of ADUs thad used for shoterm
rentals Kim Nason from Machias Savings Bank said mostesfADU lendinghas
beenfor customers looking to add shaerm rentals, only a fevor family

members. Mr. Fecteau asked about infrastructure considerations like access to
public sewer and watekir. Garcia noted that impact fees collected by local
jurisdictions assist witlbaptal improvements. He said there is a conversation in
the legislature about providing additional furtddocal jurisdictions for
infrastructure upgradesmanda Campbell from Maine Municipal Association
asked abouwater availability. Mr. Garcia said theater agencies in California are
given authority to determine the adequacy of the resource. Mr. Alameldin noted
that ADUs consume 40 percent less water compared to larger housingvypes.
Fecteau asked about cost savings fromgmroved designs. Mr. Gaa noted that
design costs representl® percent of the soft costs in California for ADUs. Thus,
homeowners are saving in that regdid. Lee asked about the uptake of-pre
approveddesigns. Mr. Garcia noted that uptake remains modest, because those
building ADUstend to be wealthier and thus interested in customizaiotrew
Hayes from OPAL Build asked about energy efficiency incentives for ADUs. Mr.
Garcia said the building codkives ADUs to being highly efficient. In fact,
builders in California & seeking a separate cdde ADUs due to the fundamental
differenceand inherent efficiencidsetween ADUs and singlamily.



The meeting concluded with instructions from Mr. Fecteau regarding the next
meetings for the two subgroups.

B. First Meeting, Group AT Finance, September 19, 2023

The first meetingothest akehol der groupo6sADUmal | er ¢
financingwas held on Septembe®,12023. The meeting started with introductions.
Mr. Fecteawutlined several prompts foiiscussion The prompts included:

1. What 6s the status of financing ADUs
2. What would improve access to financing and lending approvals?
3. Are there subject matter experts we should invite to our next meeting?

In response to the first prompt, the following notesavecorded

T 1's everyone on the s abeeausedaf@e2088bout w
There seems to be a need to get the word out and to get municipal officials
to help so people understand that they could add an ADU to their property if
theywanted to.
There is difficulty finding contractors who are willing to build ADUSs.
1 The high interest rates are discouraging people to borrow or perhaps outright
disqualifying them from being able to borrow.
1 ADUs being a product for wealthierdividuals is only a recent
phenomenon. In the past, it was very common to see families of all incomes
being able t@fford to build them.
1 ADUs are not being builis rental units in New England. The cost to build is
so high that even market rate rentamlod n 6t cover the cost
f Many ol der adults in Maine have a | o
very common means to pay for the ADU. Families are also pooling their
cash and assets together.
1 Home equity lines of credit can keep the costs down.
1 RenoFiuses renovation underwriting to leverage the future value of the
property get financing for the projedthey can go up to 125 percent on loan
to value ratio.
1 Grants from local towns and cities have helped cover financing gaps. Kittery
and Auburnssued ADUgrants.

=



1 The Community Economic Development Assistance Corporation (CEDAC)

offers a Home Modification Loan Program (HMLP) fdder adults and

persons with disabilities. The loans are up to $50,00@&ndhterest rate.

The typical financing gap isetween $10&150K.

Banks are hesitant around counting potential rental income from an ADU.

Appraisedvalue ofan ADU is difficult to determine.

Manufactured or offite built ADUs are constrained bgensing

requirements for set crews.

1 North Hampton, MA hsa smalluniti ncenti ve kStalewn as fiH
Uni t so.

1 Higher income earners have plenty of tools. We need to find a way to
address the barriers faced by laamd middleincome earners.

= =4 =4 4

In response to the second prompt, the following notes were recorded:

1 When it comes to cost and things related to that, banks cannot really make
much of an impact due to federal regulations and requirements.

1 On the topic of loan to value ratios, would there be a product that
MaineHousing or FAME could create to help mitg#tis issue on the
insurance front?

1 You have a delivery system via banks that works well. People are familiar

with it. However, they face constraints that prevent them from going above

120 percent loan to value.

Could a TIF be used for ADUs by a municipg?

tispossi ble a TIF wouldndét retain enoi

9 There could be some challenges with MaineHousing, but it seems like it
could bea very good option, especially since they have existing
relationships with lenders.

1 A deferred loan prgram would be the best option for spurring ADU
production.

1 Skeptical that $40K grants would be enough to have a huge impact. The
sweet spot for support would be in the $100K range.

1 Is it possible for the Federal Home Loan Bank in Boston to havazarct
here? They issue a lot of grants.

1 Assessors are required to determine value based on this idea that is a
Afeature of the propertyo. Could thi

= =2



In response to the third prompt, the following notes were recorded:

1 Sakem, MA has one of the largest municipal grant programs. Should we
invite someone to speak about their program?
i Casita Coalition has a lot of great information about financing.

C. First Meeting, Group B i Designs September20, 2023

The first meetingoftsa k e hol der gr oupos psaparbveder coh
ADU designswas held on Septemb2, 2023. The meeting started with

introductions. Mr. Fecteau outlined several prompts for discussion. The prompts
included:

1. Who or how coulgre-approved designs help?

2. What would a successful pepproved design program look like?

3. Are there subject matter experts we should invite to our next meeting?
In response to the first prompt, the following notes were recorded:

T Peopl e | ust redoostarh Mostkpeoplewvhavdresinterested in an
ADU havenoét built a home bebudtae and
homeare looking for easier waymore navigatiotiriendly system.

1 There are not enough examples of ADUs out in the real worlcbftsumers
to see and then say, Al want one of

1 How is building an ADU any different than building a regular home?

1 Itis different, because ADUs can go on lots with existing sifeyiaily
home. Therefore, we have an opportunity to maximize lothtnat already
been built and used for residential purposes.

1 From a municipal perspective, it would be helpful to have a stamped set of
plans. If you had a prapproved design, working with a specific firm(a)
checklist of code compliant things.

1 Every lotis set up differently, if there was a guide sheet to direct
homeowners to what an ADU would,leechecklist of what they need to
make the ADU a reality. To just have the state publish a set of designs, not
surethis will work due to differences with lots.

10



1 Makes a lot of sense to have faqgproved products from a design firm
perspective.

1 Auburn looked at South Bend, Indiana for a similargperoved design
model. Auburn wanted-2 designgdetached designs were less complex).
Six different plans for people to choose from. The tmsthe municipality
was too significant.

9 Could you assign plan value to thejagproved designs? Say $10K which
would help when seeking funds from a bank.

1 Itisimportant to assess the quality/character of the companies that would be
submitting the prepproved designs

T Letds also remember that there are a
who would build it themselves if they had the plans to do so.

In response to the first prompt, the following notes were recorded:

1 Every site is different so there needs to be consideration given there. A
successful program could lean on manufactured or CrossMod requirements
that are already prapproved via HUD inspecterPerhaps, this would also
help save on the overall costs.

1 Ifitis pre-approved, we need to make sure that there are no longer delays
Issuing a certificate of occuparicywould really help the consumer.

1 When we talk about prapproved, a successful programuld be pre
approvals on the design itself not on the site work that would still be
necessary given differences in lot types.

1 1t would be best for thetateto send out a request for proposals and then let
towns optin to accepting the designs as-ampioved.

1 Another helpful program could be a state reimbursed building permit for an
ADU. Standardizing the permitting costs across the state. Auburn has
reduced permit fees to $25.

1 Would likely be helpful to have the architectural or design firm responsible
for the design remain involved to help guide the consumer.

1 Would be good to get regular feedback from code officers to update designs
on an ameeded basis.

T1f youdre doing an attached structur
keep the savings ondtarchitectural design.

11



1 Would remove some of the concerns around codes for towns that have to
share code enforcement officers and whose resources are stretched thin.

1 Would it be worthwhile to include prapproved designs beyond ADUSs,
such as duplexes,-ill single-family, etc.?

1 Is there a way to capture the spirit of the manufactured housing code and
apply it to this?

1 From a design perspective, it is important to maintain designer fingerprints
on this.

1 Modular preapproved design could hedgnificantly with reducing the time
for these projects.

In response to thiird prompt, the following notes were recorded:

1 Inviting folks from the preapproved design program in South Bend, Indiana
was mentioned.

1 Inviting folks from thepre-approved design program in Seattle, Washington
was mentioned.

1 Inviting folks from the preapproved design program in Bend, Oregon was
mentioned.

Second Meeting, Group Ai Finance, September 29, 2023

Thesecond meetingfthes t a k e h ol d e rer cghorbfacpsédson ADkda | |
financing was hel&eptembeR9, 2023.The group received two presentations.
The first presentatiowas provided by Laurie Goodman, Institute Fellow, Housing
Finance Policy Centat the Urban Institutdder presentation is includeas

Appendix D. Ms. Goodmawasinvited by Mr. Fecteadue to her expertise and
inclusion in an article focused on ADU financing. The t i cl e not ed,
Goodmanjsays to get ADU construction financed with a renovation loan,
homeowners mustavigate complicated and expensive planning requirements and
meet development standards that usually involve hiring professional consultants
and maneuvering through a cumbersome borrowing prédbss is, if they can

even find a willing lende®®

9 https://shelterforce.org/2022/05/09/hdiwancingbarrierskeepadusexpensive/
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Ms. Goad ma mprésentation started with a refresher on various types of ADU
configurationsand highlighted places in the United States, like Maine, with
broader allowances for ADUR addition, Ms. Goodman highligéd the rapid
increase in ADU permits in the steof Californiafrom just under 10,000 issued
permits in 2017 tgust over 30,000 issued permits in 2022. She noted how
California hageduced regulatory barriers and deployed a state grant for ADUSs.

In addition, Ms. Goodman noted the wadysneowners can finance renovations or
ADU construction. Theyncludecash, personal loans, shtetm loans, home
equity extraction (i.e., home equity loans, lines of credit, and@astefinance),
renovation finaning via federabhgency backed financing from Fannie Mae,
Freddie Mac, and Federal Housiagministration (FHA), and private financing
from banksandcredit unionsHowever, while these options exist, Ms. Goodman
said leveraging home equity to finance ostation or ADU construction is best
suited for wealthy householdBhe averageredit scorgo qualify forhome equity
line of credis (HELOCg aremore thar760and have high income requirements.
Homeequity lending is capped at 80 percent of the cumerket value of the

propertyand it doesnd6t consider prospective
Federal renovation financing is otrastionhighlightedby Ms. Goodmad s
presentatonSh e sai d, ANFeder al renovation fin.

expensive for le d e Mhe FKA 203k program twiorms: the limited which has a
$35K max loan and a standard form which has several requirements. The standard
form requires lenders to review contractor credentials, work phauoks,0st
estimatesThe repairs must start thin 30 days of closing and be completed in six
months. Any delays or cost overruns reqlereder involvement. Borrower must

hire a HUD consultant to oversee the renovation prodégsmedian standard

form loan in 2020 was $75K and less than 4,000 leasrs issued in 2022
nationwide.In addition, Fannie Mae Homestyle Program, Freddie Mac CHOICE
Renovation, and Freddie Mac CHOICERenovation eXpress prodrawves

similarly burdensome requirement and thaw utilization by consumers. Ms.
Goodman alsshared data reflecting the high denial rates on renovation financing.
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Denial Ratesbv Loan Purpose in 2022
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Ms. Goodman subsequently highlighted improvements that could be made to
lending products for ADUsThey include the following:

1 ADU underwriting should provide at least 50 perceertdrfor prospective
rental incomeThis will help quality homeowners with lower incomes like
older adults.

T Apprai sals should bepao mbi®dusedtlg on an
difficult due to lack of compssovernmentssponsored enterprises (GSES)
like Fannie Mae and Freddie Malould share info on the value add
resulting from ADUs.

1 The maximunB0 percent loan to value (LTV) cap for home equity lending
shouldbe raised to 90 percent so long as funds are used to improve the home
and to 95 percent if adding a factory built ADU.

1 The loan amount should be increased from the tBs&shold for limited
form loan to $50K to $75K.

1 Second lien financing is important,rpgaularly for borrowers who are
locked into low interest mortgages.

Ms. Goodman concl uded Weneedpranplaalyt at i on

revamp the way we think about renovatio
and lenders need reasonable assurance that construction will be completed on time
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and within budget. She suggested establishing-apeoved list of comactors

andvendors for ADU projects. She used an example in the city of Detroit,

Mi chi gan where Rocket Mortgageds phil an
and their approvedontractors and vendor list to repair thousands of abandoned

homes. The repairsexe standardized to minimize labor and material costs.

Contractors were subject to quality standards, background checks, and other means

of vetting to ensure quality.

Ms. Goodman fielded questions from gtakeholder group. Sarah Sturteyant
Shaw Innovabn Fellow at the Muskie School of Public Servieendered if a
prospective ADU tenant with social security provided lenders with the assurance
they need to consideental incomeMs. Goodman saitknders will consider
incomefrom other people living inhe primary home up to 30 percekimberly
Twitchell at NBT Bank asked abowhethertax credits have been consideritt.
Fecteau noted failed proposal in New York to provide property taxemptions

for ADUs 1° He also mentioned how thax incentive would likely benefit those
who already have the means to finance an AdniceDe Lima from Norway
Savings Bank asked if there might beeansurance product for banks to purchase
to mitigate risk against ADU lending. Ms. Gdman said sh&as not aware of any
re-insurance products. Howevehe said there is a company called Renloat
works with a lot of credit unions. ReRpevaluates the quality of contractors and
are trying to correct for the deficienciesrenovatiorfinancing.

The group also received a presentation from Amanda Chiancola from the city of
Salem, Massachusettds. Chiancola noted that Saleronsiders all ADUs to be

an extra bedroom for the purpose of tax evaluation instead of a separate structure
or dwelling. Salem has also created@sign grant up to $200 for ADUs. In

addition, they offer a construction grant up to ®88. The grant covers materials
and laborSalemapplies a restrictive covenant to grant recipients that caps the rent
at 50 perceinof the fair market rent. Mr. Fecteau asked the presenter what the
uptake has been. Ms. Chiancola said they have ten applicants at this point.

In addition, Mr. Fecteau asked the lendarthegroup how they would account for
this kind of grant funding whtefnaneev al uat
the remaining cost @& project.Ms. De Lima said that lenders are still held to the

10 https://www.governor.ny.gomews/governchochutannouncestatewidestrategyaddresshewyorks
housingcrisisandbuild-800000
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appraisal and t Kien Naspngrom MchiastSdvieigs Bamdaicd me .
they would consider the grant funds, but ultimately, they will be relying on the true
cost of the project. They will lend on the lowsrthe acquisition cost or the

appraised value.

Ms. De Lima asked if the applicants need taéha certain incoméds. Chiancola

said they do not need to have a certain income to apply for the [§edo#tcca
Grahamfrom Maine Municipal Association asked how long the restrictive

covenant is in placeMs. Chiancola said it is for 20 years. John Efgam Genesis
Community Loan Fund asked if the ADU could be used as a-&hantrental Ms.
Chiancola said that Salem has a stemntn rental prohibitionChris Lee from
Backyard ADUs not ed tchnbdpai®edawitemmes gr ant
modificationzeropercent interedban from the state of Massachusétts.

At the conclusiorof the meeting, the group discussedetherit felt like more
information was needed before determinisgecommendations. The group
decided it would be helpfto invite an assessor aad appraiser for a brief
conversatiorand then work on determining its recommendations.

Second Meeting, GroupB T Designs October 03, 2023

Thesecondmeetingotthest akeh ol der groupOospresmal |l er
approved ADU designsas held orDctober03, 2023. The meeting started with
introductions.The group invited Matthew Pett€ EO of Pattern Zones Cdo

presentHis presentation is included as AppendiX\VE. Petty has served as an
alderman in FayettevillgArkansasandfounded Infill Group, a planning firntle

Is regarded as an expert on {@@proved designs.

Mr. Pettystarted by sharing his experiera®a policymaker in Fayetteville and
working with juiisdictions in other stategVhile regulatory reform is important
according to Mr. Petty, it alone cannot unlock the housing needed to atldress
availability and affordabilityMr. Petty said prapproved designs abased on the
premise of incrementaldee | opment . He added, dltods
grow in familiar pattens .Pge-approved building programs can help guide the
market towards building types and designs that are familent&ighborhood or
community.

1 https://cedac.org/hmlp/
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Mr. Petty subsequentlyoted i C o n vireparmitting dreves market response.
Carefulpreappr oval s could be the fouweghidti on
that developersalue convenience above all eldas important to keep

convenience at theenter of a prapproveddesign progranmMr. Petty added that
singlefamily permits are usually easy to acquire. The permits issued arnter

approved design program should reflect the same Hagalaced emphasis on the

fact that the review is not dedsl, but rather it is all done upfront befare

applicant walkghrough the door.

He presented a case study from Claremore, Oklahdmsiis a city in

northeastar Oklahom#& near Tulsa, Oklahomét. has gpopulation of 19,580The

city adopt ed \|iibdalte vieh ey mealt [>T dEdGon i( UDC) .
includes preappro\als, including for subdivisions. They issue permits in under 96

hours The UDC provides preference for compact, sikighaily homesMr. Petty
addedhatthecity receives substantially completed plans which promotes quick
turnaround. This does not happartside of a prapproved design program.

Mr. Petty provided the group with standards and best practices to keep in mind
when designing such a prograiie best practices include the following:
1 Provide 812 choices per building type. For example, if you have a pre
approved ADU program, you shouddfer 8-12 garage conversion desgjn
8-12 detached ADU designs, and 8 attached designdlr. Petty said this
is the psychology of choice.
1 Thematic variations of buildings give people enough choifer the
program to be utilized.
1 Supplemental appliciain criteria
1 Applicantsmustoptin which means whetheywalk into city hall, staff
should make the applicant aware of the program and emphasize the ease.
1 Sponsored plan feese preferable.
1 Easy portfolio swapt comply with code changes and to makessume
type of design doesndt get overly su

In addition, Mr. Petty noted that there a few variations ofgmeroved programs.
These include the following:

12 hitps://claremore.com/wpontent/uploads/2022/08/UnifiedlevelopmerCodeFinal Version.pdf
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1 An opensource plan which is a license for coaostron free of charge by the
design orarchitect.

1 A pre-approved building which has a contingent building permit on file with
the building safety division.

1 A patter zone which combines papproved buildings with programmatic
enhancements.

There are several ways these are paid foes€ inclde the following:

9 Payper usethe city has pr@approved the building, but applicants still need
to purchase the plans from the architect or a clearingtitbatis a custodian
of the plans.

1 Jurisdiction sponsorship: the logafisdiction pays a onrgme or annual fee
for use of the plans.

Mr . Petty added that i onatdhreimapor tiaantottha
words, you want similarity between each design. He used-appmveddesign
program in Bryan, Texas as an example. Each desgnnspired by a locally
beloved homeHe saidji They f eel just different eno

He also said that pr@pproved designs are a great opportunity for experimentation.
He worked in a town that did not allow for courtyaubdivisions however, they

were willing to allow itif the developer used piagproved designdvir. Petty said,
ALiI ke Iithe unkmowrj isrie of the main reasons we see public objection to
ourplanningproposal®)  Rappeoval prograsensurepredictably for the

community regarding the appearance of new zooargepts.

In conclusion, Mr. Petty emphasized the importance of makingréhapproved
designs as accessible as posdibléne publicHe also showed an example website
where applicants could simply click a design and it would send a professionally
paclkaged application to the planning office.

During the discussion with Mr. Petty, Rebecca Graham from Maine Municipal
Association (MMA) asked how towngith pre-approvalprogramshandlestorm
water approvaldVir. Petty said Spokane, Washington hdmat theyc a | watea i
wise program wherepre-approved landscape components are offdfdde
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applicant adopts those components, they are exemptchitmulations. In addition,

he said in Fayetteville, Arkansdbley have a green storm water facility that is
predesigned that goes down the side of the propdrigh simplifies the

calculations. Parlin Meyer from BrightBuilt Homasked if therare any

statewide programs of this nature. Mr. Petty said only California has a requirement
to adopt such a program and tbeal jurisdictions are responsible for program
designs. He also said there is interest from the Michigan Ban&@ Authority to
estblish a portfolioof preapproved designsle said the gold standard for a
statewide program would be to work with a state building official teeg@ove
designs that preempt locagbprovals. Phil Kaplan frotdaplan Thompson
Architectsasked about lidghty for the architectsMr. Petty said contracts signed

by the builders include a clause that they will assaihthe liability. Mr. Fecteau

asked about moduléuilding and preapproved programs. Mr. Petty said he was

not aware of any prapproved progams with moduladesignsMs. Graham asked

if townsrequireadditional licensure or vetting for builders who wish to bpild
approved designs. Mr. Petty said he was not aware of such requirements anywhere.
He did say that a program with a buildeztting process could be a valaed.

Jennie Francescliom the city of Westbrook asked about site work. Mr. Petty said
that preapprovals do not extend to foundation waak an example.

The group concluded it meeting by deciding that it would meet amre on
Tuesday, October 10, 2023. The purpose of the meeting would be to determine its
recommendations.

Third Meeting, Group A i Finance October 10, 2023

Thethird meetingpfthest akeh ol der groupd6s small er
financing washeld October 102023.The groupwas joined by Kerry Leichtman,
assessor for the towns of Camden and Rockpbrtleichtman said there is not a
neat category for an ADU. Assessors use various codes that incorporate more than
singlefamily units on a sin@ parcelMr. Leichtman also noted that assessors are
required by Maine law to consider all potential avenues towards Vidieeefore,

rental income from an ADU would increase the value of the property. Mr. Fecteau
asked howassessors determine if rentatome is being derived. Mr. Leichtman

said they would ask the homeowner. S&alrtevant Shaw Innovation Fellow at

the Muskie School of Public Serviesked about the cost construction being
incongruent with the appraisal vallMt. Leichtmansaid they are more attuned to
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the sale price. After the third bedrooat,least in Rockport, Mr. Leichtman said
they would not assess maoralue. If the ADUwas attached to the existihgme
andresulted ina fourthbedroomor more no additional value would be assessed.
JaniceDe Lima from Norway Savings Ban&sked if there is a statewide standard
around assessinflr. Leichtmansaid there are some aspects governed by statute,
but thereare nuances from community to community.

Mr . L e i c h tlImantioneal that asdessing systems differ from town to

town, but they do so athe... the micro levels, not the macro. We all, for example,

code a singlkéamily dwelling with land use code 1011090 formulti house

parcels is probably also common to us a
code begins with 10. The second two digits define the details, which is where we

can differ from municipality to municipality. In Rockport we haveode for 2

unit andthreeunit, then we group gsur-sevenunits as a single code anaajht

plusas another code. In Camden, we have an individual codedpthree four,

five, six, sevenunits and then geightpluso

Inadditont o t he assessorods per s pvddacteaue of f e
and Ms. De Lima met witdake Wight fronOceanside Appraisal, LLEn October
11,2023,i n order to captur e ADUs. Mr.Mghtai ser 6s
shared that appraisgotacetremendous emphasis ararket comprablesvhen
determining valueThe prospectivencomefrom an ADU is not givenas much

value when an ownearccu@ncy requirement is in pladeecause it restricts both

the primarydwellingand ADU frombeing income generatinRebeccaGraham

from Maine Municipal Associabn noted how ownebccupancys sometimes

required formunicipalgrantprograns or otherpublic programsMr. Wight said
theappraised value does neflect tre full cost of ADU constuction Thereis

some impact to the appraised valugrospectivebuyers in the market lack interest

in ADUs or vice versaHe also said there could be increased value if the ADU was
allowed to be sold on its own as a condominitiowever, condominiums ta

their ownappraisalimitations. Ultimately, the uniqueness and scarce sale history

of ADUs is likely constrainingheir appraisalvaluations

Thegroupdiscussed its recommendations for the legislature. Mr. Feclaiaiied

that votes would not baken,and all suggestions would be captured in the report.
Therefore, the recommendations below are not categorized iwor@ery No one
recommendationnecess i | y represents a plur.ality
The recommendations have been categorized for easiging.
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Challenges

Firstly, the group acknowledged thkallengedeing able t@inpoirt a specific
solutionor solutionsDue torisk factorsfor the lenderwhat the appraisal will say,
federal regulations, and more, it might be difficult to implement a program that
resolveghe bulk of the financiabarriers.

Financial Assistance
The groupfocused a great deal of discussion on financial assistance pradray.
included

9 An insurance product offered by the state that mitigates the risks for lenders.

1 A grant program that is funded by the state and administered by
municipalities Some members of the group noted the importantiadihg
a way to not spend this dovguickly or to achieve substantial funding.

1 Aninterest buydown programiket he @A Fi rst Generationo
by MaineHousingThe buyer would receive a mortgage with a lower
interest rate and a grant for closing costs if they agradd@an ADU foran
older adult on the property.

9 An interest buydown program designated ftirose employed in the
building trades. Thiprogram would try to incentivize attraction and growth
in this workforce sector.

1 A securitized loan offered by the stéitee what theFinance Authority of
Maine (FAME) offers on the commercial lending sit¥&aineHousing
suggested as the entity to provide this product.

1 A secondary mortgage program offered by the state, particularly useful for
homeowners locked into lowmterest rates orheir primary mortgage.

1 A deferredioanprogram offered by the state which would come due when
the homeowner sells, or the property gets transferred to a new owieer. T
product would be zero percent interest or less than three peagaakimum
award of $100K, and could include rental incorestriction.

Municipal Incentives

The group discussed ways in which the state and municipalities might provide
financial incentives. They included:
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1 Atax increment financing (TIF) mechanisrould be available specific to
ADUs to encourage a municipality tacrease their uage A member noted
this could be challenging due to the lackethined value in ADUdt would

be di fficul't to reali ze an i ncrement

much.The state would likely need fivovide support for it to bealuable
incentive.

1 A state program that matches the value of a TIF for the purposes of ADUs
and incentivizes the community to increase the assessed Aaluember
noted this could bike the Tree Growth Program but would require a
constitutional amendnme.

9 A program thateduces or eliminates propetgxesfor the homeowneif
they build an ADUandprovide an incomeestricted rent. Senator Stacey
Brenner hasubmitted L.D. 1538An Act to Provide Tax Benefits to
Persons Constructing Accessory Dwellldgito whi ch has a
The bill has been carried over in the Taxation Committee.

Real Estate Transactions
The group discussed a unigmechanism that could be applied at the time of a real
estate transactiof his included:

1 Implementas i mi | ar transaction oknaawrmn haes
commerciakontext By leveraging the consumer directed personal
assistance program (CDPAR) purchaser could buy a home from an older
adult and then ea up to $30K per year in additional incomegprovide
personal care to the dual eligible older adult. Accounting for this additional
incomewould help with the dektib-income ratio on the mortgage and ADU
loan.Most likely a transaction between family members.

Technical Changes
The group discussesbme technical changes that could be made to address
financial barriers for ADUsThey included:

1 Improvementso how ADUs are ssessed must be made. This includes
establishing comnmdy used terminology and comparable values. A member
noted thatMaine Revenue ServicésIRS) has a major role iastablishing
the assessment criteria.

B3 https://leqislature.maine.gov/leqis/bills/getPDF.asp?paper=SP0611&item=1&snum=131
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1 Increased appraisal valuesemore important than increased assessment
values becaudeanks are relying on the apprais@sietermine loan to value
(DTV) ratios.

1 Require the Real Estate Appraisal Board to update their MRS standards to
include ADU values.

1 Send a letter to the appropriate federal agencies to compel thperiligh
ADU valuesfor better comparab$erequire financial institutions toonsider
prospective rental income from an ADahdmaking changes to
construction loamegulationsasn ot ed i n Lauri e Goodman

1 Eliminate requirements thatther the primary dwelling or the accessory
dwelling be owneioccupied.

1 Allow ADUs to be sold as condominiumsth their own unique address.

Education and Training
The group &scussed the importance of education and training concerning ADUS.
These ideas included:

1 Create astatewide ADUombudsmarpositionto assist homeowners with
understanding financing, construction, timelines, requiremantspther
applicable standards.

1 Implement a public service announcement campaign and educational
resources regarding what it takes to build an Abasts, andhe financial
tools available to homeowners.

1 A grant program tied to a student training prograe training program
receives funds to build ADUs and then sells or donates the prindaict
income eligible homeowner.

1 In order to address the lack of workforce to build ADUs, the Community
College System might consider establishing a construction sector focus
program or campus to includegal, appraisal, and trades tracks.

9 Provide a state sponsored education progranpserahd best practices for
being a landlord, including maintenance plans and leaklagy potential
homeowners who could build ADUs have never been a landlord.

Third Meeting, Group BT Designs October 10, 2023

Thethird meeting ofthestakeholder groups s mal | er cpoehort f ocL
approved ADU designsas held orOctober 102023.
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The group discussed its recommendations for the legislature. Mr. Fecteau clarified

that votes would not be taken, and all suggestions would be capturedepahne

Therefore, the recommendations below are not categorized in any order. No one
recommendati on necessarily represents a
The recommendations have been categorized for easier reading.

Overall Positions
The groy discussed some topline points that ought to be considered when
contemplating pr@pproved designs. These points included:
1 Preapproved design programs should be adopted to address the housing
crisis.
1 ADU pre-approval programs should not be compulsoryésidents.
However, compulsory designs could be a tool for towns that want to allow
devel opments that they wouldndét norm
subdivisions).
1 A pre-approved program should be streamlined, efficient, and accessible. It
should be muchalster than a normal building project.
1 A pre-approved program would be helpful in efforts to educate the public
about ADUs by providing conceivable designs.

State PreApproved Program

The group focused a great deal of discussion on the concept of eretdésl pre
approved ADU design prograniheconcept varied in structure and included the
following ideas:

9 The state should establish a4aqgroved program ardkterminevhich
subscription type it will adopt, what typical sq. ft. it wants for an ADU, and
thetypes it will want to pursue (i.e., garage conversion, backyard, attached,
etc.).

1 The state should establish a portfolio of designs towns cowth @oid then
make determinations regarding aesthetic. It was noted this approach could
result in design repigéiveness. It would be important to refresh the designs
on a regular basis. There should b&28design options for several
typologies (i.e., garage conversion, backyard detached, attached, etc.).

1 A state preapproved program should solicit desigrean multiple firms and
the program should allow for exterior aesthetics to be customized.
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1 A state preapproved program should create the scaffolding for the
requirements that will need to be met so that the designers know what they
need to do, and town®adhot feel overwhelmed regarding where to start.

1 A state preapproved program should meet federal and state regulations
including fire codeand the urform energy ad building codes.

9 Interested municipalities should be included in the program design process
to ensuret reflects what they would want.

1 A state preapproved program should start small. It would be better to
partner with a small group of towns to prove that the program can be
successful. Have them apply for funds to implement the program and tailor
designghat reflect their community.

1 A state preapproved program should assist communities that do not have
robust resources for permit review and permitting processes. It could be
useful to have state official that can preempt local approval processes when
pre-approved designs are being used.

1 A state preapproved design that is different for each community and
tailored to their needs would be the best approach. Have communities self
identify where these prapproved designs will be applicable.

1 Municipalities stould be to access assistance from state building officials to
implement a prapproved design program and determine characteristics that
reflect community conditions.

Modular Designs for Pre Approvals
The group discussed the importance ofsiti€, modula constructiorfor a pre
approved design program. The points included:
1 Off-site manufactured housing should be leveraged feappeoval by
either towns or the state.
1 There are improvements that could be made to the Maine Manufactured
Housing Board tancrease companies and professionals involved in building
pre-approved building types.

Create Grant Programs
The group also discussed the possibility of a grant programs to aiehpgneved
design program. Thesdeas included:
1 Create grants for commuigs to fund needed capacity to administer a pre
approved program.
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1 Issue grants to licendelesign professionals to develop a catalbgre
approved designs that the state or local jurisdiction would subsequently own.

1.  Recommendations

Eachstakeholder group made a series of recommendations. These
recommendations were not brought to a vote. All recommendatressnted by a
member omemberavere recordedThey may or may not represent a plurality.
Below are the recommendat®in a compiledormat.You can find the full series
of recommendationigeginning orpages 19 and 23 respectively.

Recommendation #1A financial incentive program such as a grant, deferred
loan, or interest bugown should be established to-sft the cost of ADUs.

Recommendation #2A financial product should be created to either securitize
existing financing options or make a secondary mortgage possible.

Recommendation #3Municipal incentives should be established for ADUs,
including tax increment financing (TIEy property tax relief.

Recommendation #4The concept ofalelease backused at times in commercial
sales, should be investigated as a tool for building ADUs for older adults.

Recommendation #5Several technical barriers need to be addressed, inglud
but not limited to, changes in the appraisal and assessment process such as
terminology used to define ADUs, allowances for condominium conversion, and
eliminatingsomeowneroccupancy requirements

Recommendation #6Education and training programs shoh&ldesigned to
inform consumers about ADUs and to prepare a workforce to build them.

Recommendation #7A pre-approved ADU design prograsmould streamline
approvalsreceve anengineestamp meet tle Maine Uiform Energy and

Building Coce (MUBEC),and not be compulsory for consumetsnight be
valuable to make the piggpproved designs compulsory in certain neighborhoods.
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Recommendation #8 The state should establish a-pmproved ADU design
program with a multitude of designs for a range of typologies such as garage
converson and backyard detached units. There are numerous recommendations
regarding how this program could be configured.

Recommendation #9A state preapproved design program should include off
site, modularly built ADUs and changes should be made to brimg modular
building to Maine.

Recommendation #10Grant programs should be created to assist municipalities

with limited capacity to administer pagproved programs and conduct permit
reviews.
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APPROVED CHAPTER

JULY 26, 2023 107
BY GOVERNOR RESOLVES

STATE OF MAINE

IN THE YEAR OF OUR LORD

TWO THOUSAND TWENTY -THREE

S.P. 271- L.D. 654

Resolve Directing the Office of Policy Innovation and the Future to Study
Methods to Encourage the Development of Accessory Dwelling Units

Sec. 1. Stakeholder group regarding accessory dwelling units; encourage
developmentand construction. Resolved: Thatthe Office of Policy Innovationand
the Future shall convene a group of stakeholders including, but not limited to,
representatives from the Department of Economic and Community Development, the
Maine StateHousingAuthority, communitylendinginstitutions,the constructionindustry
andthe manufactured and modular housing industry to study methods and develop model
policy to encourage the development and construction of accessory dwelling units.
Methods may include, but are not limited to, financing and incentive programs for the
developnent and construction of accessory dwelling unitee stakeholder group shall
review existing models for financing and incentivizing accessory dwelling units; explore
standardized building designs; solicit input from interested parties; and review malnicip
efforts to adopt ordinances governing accessory dwelling umtits.office shall submit a
report, with findings and recommendations of the stakeholder group, including suggested
legislation, to the Joint Select Committee on Housing no later than Ma&®?4. The
joint select committee may submit a bill to the Second Regular Session of the 131st
Legislature relating to the subject matter of the report.
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